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SECTION I, SUIMARY OF FAR EAST TRENDS AND DEVELOPHENTS
The US proposal for increased Sino-Japaneso trade with partioular

roferencs o its relationship to the Chiuza Aid Program ocan be expected to
olicit a vehement reaction in China (page 3).

) Chinese Nationelist Government fear that all Korea will fall into the
! Soviet orbit and its consequent desire to keep the US in South Korea until '
an adequate native security force 15 established has motivated recent Chincse
pressure on Kim Koo end Eim Kyu 8ik to support the Bouth Korean regime

(pago 4). : &

The Department of State holds that Siam-Japanese trade is nol inimical
to US-Siamese trade {page 4)o

- The shipment of arms end ammumnitlon to Ialays has become a mejor issue
in Australia and has resulted in unusually swift consideration by the Labor
Government of means to cirounvent bans imposed by lefi~wing labor unions
“(page 8).

A recont Soviet bromdoast beemed to Japan implies that only 200,000
more Japansse remain to be repatriated ae sontrasted with US and Japavess
estimates of 600,000, thus leaving 400,000 unaccounted-for (pege 8)o

Although SCAP's suggestion that the Japamssze edopt legislation for=
bidding strikes by government workers may avert en impending labor orisis
barmful o Jepanose economic recovery, londers of the affected unions are
bitber over the implications of the suggested restriction of presently
legal activities (page 6)e '

TWE: in suceeedi.ng Ssotions of this Weekly, “The Poliowing marginal
notations are used:

(1) Double asterisk (#%) w=placed at begimming and end of infore
mation based solely on ws/5 digtwibution” series.

(2) single asterisk (#) --to flag item conteining "s/8 distribution”
sories. ' ,

-

(3) "a®, "B", or "C" —lmportance, in B/FE's opinion, of the ltem,
y with "A" representing the most important onez.
m po e I
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STMMARY {continued)

The- Chinese Nationsl Govermment remains in o precarious siturtion
(page 8), although during the past weok there have been no significant
noew developments threatening its overthrow. The military outlook for
Nanking is very gloomy (pege 8). Financially the Government is believed
to be hopelessly insolvent (page 8).

Burmese Prime Ministor, Thakin Nu, may risk an attempt to capi talize
on possible dissension within the Burmese Commmnist Party by offering to
jnolude an anti-insurrection Commmist in a reshuffled cabinet (page ).

Continuing disturbances in Malaye may reduce rubber exports in the
near future (pagell)e

The President of the French-sponsored central govermment in Indochina
admits woaeknesses of his govormment (pagell)e.

The extensions by the Philippine CGovernment of the deadline Tor atms
surrender are raising doubts as to the succdss of ammesty (pageil)s

A recent Australian-Chinese agreement on Chinose businessmen in
Australia may represent a modification of the "hite Australia® poliocy

(pagei2).
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SECTION 1I. DREVELOPMENTS IN SPECIFIED AREAS
GENERAL

Ineresase in Sino-Japamse trade sugpested by Department of State npn

The Department of State has advised US Embassy Nanking that arrange-
ments for increased Sino-Japansse trade would be desirable. It believes
that some of the requirements for recomstruotion projects under the China
Afd Program to be pald for from ECA funds, e.g. railroad construction or
other machinery and spare parts, probably can be obtained at less cost and
greater speed in Japan than in the US or other available sources. In
eddition, lncreased trade on open account might take the form of China ex-
porting to Japan an increased volume of salt, sugar, fruits, Tung oll, ogg
products, nminerals, and a portion of wheat bren from ECA wheat milled in
China; for its part, Japan could ship timber, rayon yarn, textile equipment
and miscellancous gooda.

The Department believes that the crux of Sino-Japanese trade is iron
ore and coking ooal. Japan can compensate for Kailan {coking) coal by
supplying Shanghal with boiler coal and presumably mining timbers for
Kailan. In addition, redevelopment of irom ore rescurces in Hainan ocould
be exploreds The Department recogniges the hostility of China to Japanese
eoonomio development and states that it should be asiressed to the Chinese
that iron ore and coking ooal shipped to Japen would be a Chinese self-help
measure, in that these commodities are required for the manufacture of
specific steel products nesded for approved reconstruction projects in China,

The expansion of Chinese exports of lron ore ard coking coal to Japan
would be of major aid to Japanese economic rehsbilitation. MNoreover,
availability of ocoking coal and irom ore lu China would leasen the Japanese
necessity to proocure these commodities from USSR-controlled areas, e.ge
Sakhalin and would correspondingly reduce the probability of the Japanese
eoonony becoming Soviet oriented. Nowetheless, the proposal for such
inorcased trade, since it envisages expansion of Jepancse heavy induetry,
can be expected to elicit a vehement reaotion in China which would undoubtedly
stir up further the already noticeable Chinese resentment ageinst the China
Aid Programe

Genorally, expansion of Sinc-Japenese trade would stimuwlate eocnomlo
progress end otability in the Far Fast. Increesse in ecomomic stability
would mean concomitant improvement in US seourity interests, Japanese and
Chinese economic rehabillitation would decrease the possibility of econcmic
unreat being exploited by Communist interests, In addition to being a
stabilleing factor in the Far last economy.such trade would lesgen the
drain on US aid funds.
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GENERAL (oontinusd)

Chinsse Nationalis® Coverminent feam thot all Korea will fall into the Soviet YA®
" orbit : ‘

Chinese Nationslist Governmont fear that all Koree will fall into the
Soviet orbit and its comsequent desire to keep the US im South Korsa until
an adequabe native security foree l1s eogtablished has motivated recent Chinese
presgure on Kim Koo and Xim Eyn Sik to support the South Koreen regime. This
pressure waa undsubtedly a eontributing factor in the recent statement by
the two politiclens whioch denounced the establishment of a separato rogime
in North Korea as a step toward oivil war. The Chinese Consul General in
Seoul is reported to have delivered a message from Chieng Kai~shek to both
Eims, and to Rhee Syngmen, whioh took the two Kims %o task for attempting to

denl with tho Commumists comtrolling Nerth Korea and threatened to disavow
all three leaders if they did not jolm forces in attempting “o make the new
South Korean Govermment a guccass. Although Rhee claimg that he is egreeable
40 inoluding the two Kims in his government, he has said that their recent
rather weak end piously-worded statement doces nol constitute a sufficlent
disevowal of their previous North Korean venture. Despite Chine'’s gomerally
woak international position, it can contimue to exert considerable influence
on South Korean politics dus to Chiang's long ghanding sssooiation with
present-day Korean politlcel leaders through the exiled Korean Provisional
Government in Chungkiags end China's present strategle position on the UN
Temporary Commission on Kores.e ‘

SiameJopansse trade hold nob inimical to US-Sismese trado ' g

The Department of State, in reply to & warning by the US Ambassador o
Siam of possible conflicts inherent in the proposed revival of Siam=Japansese
trade by SCAP, has stated that the development of SiamwJapanese trade is not
nocessarily inimlcal to US trade interests in Siam because: (1) to conserve
gscarce dollers, Japan is being encouraged to increass purchases from non-
 dollar areasy (8) reviwal of Japan's international trade is imperative in

order to rohabilitate Japan's economy which is being maintained by the US at
a high enmual costy (3) it is not anticipated that the development of Siame
Japanese trade will interfere with US strategic stook-piling of rubber and
ting and (4) if Siam can sccure goods more advantageously in Japan, the
regultant savings should enable Siam to purchase goods nmost economically
obtained in the US and other countries, thus stimulating a greater volums of
trade movemont.

‘The Department®s position is represented as entirely in accord with the
US objective of Tostering the general development of interna tional trade om
a multilateral basis and permitting equal ascceas by all ‘eountriss te markets
as woll as in line with the US supported ITO Charter and the General Agroow-
ment on Trede and Tariffs. :

. SEM‘
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' GENERAL (continued)

Shipment of arms and ammnition to Yalava becomes major issue in Auvstralis S

The ghipment of arms and ammmnition to Yalays has become a major issue
in Australia and has resulted in vnusually swift comsideration by the Labor
Govermment of means to oircumvent bans imposed by left-wing labor unions,
Informal requests from lalayz apparontly have already been made in view of
the Govermment's announcement that it will use Air Force planes and naval
vessels to transport any erms it may deoide to ship, thus ciroumventing
union bans,

The SYDNEY MORNING HERALD has reported its view that the present dis<
orders were plarmed at & Maroh 1948 meeting of the Indien Cormunist Party,
held in Caloutis and attended by Australian Communists, According to thias
roport, events in Burme and the ocutbrealk of widespread s‘boppagaa in the
Australian ooal fields wore timed to coinoide with uprising.

the Trade Union
Adviser to the Federation of Malaya belleves that the violence in Malaya is

" being direoted through the maritime unions, mentioming the possibility that

Ernest Thornton, Commmist Seoretary of the Australian Federatsd Iron Workers
and Eliot V, Elliott, Commmist Seoretary of the Australian Seamen's Union
are key figures in the chain of direction. The Seamen's unicn has already
proclaimed ite intent to impose & ban on shipments of arms to Malays, a
development which has bsen given prominence by the MNoscow radio.

The present situation in Malaya, coupled with the hostility encountered
by MolMahon Ball's recent goodwlill migsion, could result im a roorientation
of Auztralia‘’s attitude toward the nationalist movements in Southeast Asia,
Australia‘’s instanteneous reeotion of support for the UK has alroady been
compared with her oppositicn to the Dutch in Indonesia. Howsver, it should
bo noted that in the onse of Malaya Australian interests own about oms
quarter of the Malayan tin mines and that Singapore is still comsidered by
the Aul'braliam as vital to Australiats secur.t'bya
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Industrial production inlex conbtinues wward curve. Prelininary figures

for April 1948 show that tle Japancse industrial production index has e
reached its hiyest point since tle beginning of % e Ocoupation: 49.7 (the

bage veriod 1930-34 = 100)e This corpares with an index of 49.3 in larch

1948 and is a 83.6 norcent improvement ovor the .april 1947 index of 39,9

USCR's Japunese rovatriation ficures. A 20 July Soviet broadeast to Japan
Taros proat pains to deny recont ronorts rejarding Japanocse POUs in the ny¥
U38Re The broadecast fnecluded the stuterent: "It is sulficient to point out
that the Soviet poosle have never even thought of using the 200,000 Japanose
to fulfill the post-war Mive Year Plan.” This sbtatement certainiy lrplios
that only 200,000 Japancse remain to be repatriated which is e vastly dif-
ferent £, ure from the a proxinitely 600,000 which US and Japanese offlclals
olain are still in USOR-doninated areass The di fforence of 400,000 between
the fijures is hard to roconciles Should the Sovict broadcast have disre-
garded Japancse still in Salhalin and the Kurlles the dilference would still
bs over 200,000, It is nossible that the USSR may have beon advising Japan
as to the naxinum aurmber of nationals she may expect to have returned. The
"33 fference" may be accountod for by a combinabion of the [ollowings.

(a) deaths in POV carps; (b) nced for a luboring force; (o) hostages for
Jupan®s future "good Lehavior", (d) demying Jupan trained field and genmecral
rank officersy (o) holdout %roops inm Manchuria who were nevor sent to
Siboriae

SCAP sugests leial ban on strikes by Japancse movermme:nt workerss Gemoral
MaoArthur has s ostod 1n a 10v6er £o Premior Asnide Gt dupan's Hational — "A"
Public Service Lew be revised to penalize govermment crployses who resort

to strikes and othor dis ute tactics which %tend to impalr the efficiency

of govermnent operaftionse The timing of this stop indicates an intontlon

o avort by early action the rew-occurrence of labor troubles between the
zovernmens unl the omployees of state-run instrumontalities (reilvays,
corrmmnications, anl certaln cormodity mononlies) where threats of a pen~

eral sirike have twice before necesslbuted SCAP intervention.

In rosponse, the Jupanese Government has: (1) cancelled its acceptance
of the modiation olforts ol the Central Labor Relations Doard and (2) bogun
drafting a revised law preparatory to calling a speciul session of the Diet
to considor it4s Dassugo.

Pressure to bring government employees’ wazes rore nearly into line
with those of private industry has only rccently made possible the consol-
idation of the govermment employees? strugile with governrment. The disunity
evident at the time of the March communications workers crisis when the
government rallway workers union (GRWU) under moderate leadership accepted
tho government 2920 yen wsjes standard, ended in June when loftists gained
conbrol of the GRVU and swung it into line with the other government workers®
demands for a 5200 yen wape base. The government on July 16 accepted
mediation of these wuge domands but it insisted thut the demands are beyond
the ability of the government to mset within the recently passed budget
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which had boon balancod at SCAP's insistence in torms of a 3791 yen tmge
base. Chiofs of the affected unions are bitter ovor the imnlications of
SCAPts letter and charge that the govermment, in reversing its accopkance
of mediation, is ignoring lubor's present legal rights.

RORIIA

Rewresantations by ashingbon to Moscow have failed to bring about am
settlemont of The South Rorcan 6leciric powor questions AS anbioipated, "C"
the Kremlin, in 18 roply to the US note of June 20, has roltorated its
nosition that all nationalized industries in North Koroa, including olec~
trio powor statlons, are under the direction of the Peoplos Committee of
North Koroa and that further nsgotlations concerning electric power should
therefore be conducted directly with that committes. This course of action
is politieally impossible for the US since direct negotiations with the
Peoples Cormittoe of North Korea would amount to de facto US recognition

of the Sovist puppet povernment in Horth Korea.
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uniuprowd. The 1ow state of norale 13 atteaf.ed ’ny recurring rusors that
high Nationalist officiale have engeged in peace discussions with the
Communiets. There are increasing indications that the Hational Government,
no longer confident that it can improve the situation in Manchmria and North
China, 1is giving serious consideration %o a removal to South China. However
such a withirawal probadly would precipitate military snd political disinte.
gration throughout Nationalist China. For the moment none of ths principal
Nationalist leaders appears ready to participate in a move to force Chiang's
overthrow. This reluctance is partly based on the fact that Chiang's
Government ig the recipient of US eid, in which they hope to benefit, and
partly on their fear of plecemeal deatmctibn in the event that the !ational
Government breeks up. In addition, they realige that despite Chiang's

great loes of prestige he still holds in Chinese politice a unique poeition
of leadership which none of theq can match, Some of them remain hopeful
that he can be persuaded to delogate suthority to competent and forceful
administrators wvho will give the Governmsnt new vigor.

s ' D ‘ m. FPessimiam "A®

- 4n hs.gh Hationalist circ].en conponnded vith tbs unraluvod low morale of both
the populece and the troops militates against effective employment of avalle
able resources. Current widespread Communist military activity throughout
Borth and Central China is seriously threatening the government at N nking.
Despite the fact that the Communist forces in Manchuria, their best, have
besn uncommitted for over three months, the Nationaliste have lost an esti-
mated eighteen divisions in the same period. In North Chine the Communists
will probably continus to harracs Fu Tso-yl at widely separated points,
foreing him to smttle his first-line troops from plece to place thus vitiating
his strength, until additional, powerful Communist forces can bs brought to

bear upon Fuls area from the north and the south. Fu will then be forced to
- retire once again into Suiyuen leaving Peiping and Tientsin to the Communists
or to attempt som9 sort of an accommodation with the Communists. In Central
China, the long-term Communist move to isolate the large body of Nationalist
troope deployed along the Lunghal railway by stopping all overland commani-
cations with base areas to the south is moving to fruition. The Comrunists
now threaten to isolate the large Nationalist military center at Hsuchou as
the Chinghsion-Keifeng area and Sien have previously been isolated. If
successful (and indications are that they will be), the Communists should
then be in a peeition to carry the war southward into the Yangtze Valley in
force,

sy _of a As In an effort to arrive at a A"
aottlanent cf the mbstantial Chinese 1nde‘btodness to the Export-Import Bank

the latter has requested the Central Bank to furnish a complete and accurete
financial statement listing sl1 the Government's foreign exchange assets.
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Such & statement is expected to reach Washington this week. It is believed
that the Chinese will not attempt to misrepresent their position by sube
mitting padded figures as the US is in e position to verify various holding
accounts; also China looks to the US as the only country that might help meet
the crisis. This statement will undoubtedly reveal that the Fationel Govern-
ment is hopelessly insolvent. Not only ie their foreign exchange exhsusted,
but there are literally stacks of unpaid foreign bills for which the Govera-
ment banks are responsible, and unable to meet.

~ As the revelation of the Government's financial waskness reaches the
Chinese public, as 1% surely will sooner or later, repercussions on foreign
exchange notes end domestic prices are likely to have most serious conse-
quences,

stopped by the Shanghai NewSpaper Guild as the rasult of a long smouldering
rate dispute. The US-owned "Evening Post" and the British-owned "North
‘China Daily News" immediately published notices that they would defy the
Guild and pay the higher rates demanded by the news agencies. About a ysar
ago, the agencies converted their ratas te Chinese currency at open market
rate and at the Guild's insiastence adopted rates based on COL index. As a
result of the phenomenal decline in Chinese currency and the index link the
agencies are nov receiving a mere US$10 monthly for large papers and as lov
as $3 for emall papers, instead of the original charge of $200 and from
$bO/100 respectively. Since the Gulld controls newsprint allocations to
all papers Chinese publishers feel they are not in a positlion to defy it.
There is a possibillty of the low rates being enforced by the Guild in an
effort to drive foreign agencies out of China.

!lcl

se shauld be a specific undertaking of ths Chinese Governw
ment under the China Ald Act, according to State Department instructions to
the Nunking Embassy. The Departnant haed desired to incorporate such an
undertaking in an amendment to the Bilateral Agreement, but in view of strong
Chinese Forsign Office objections to this course, has now instructed the
Embassy to obtain it in the form of en exchange of notes, and if this is not
poesible, the US interpretation of the agresement on this point should be
presented to the Chinese Government in the form of an aide-memoire for pure
posee of the record. This interpratation includes "the promotion of the
increased production of suech materials within China, and the removel of any
hinderances to the transfer of such materials to the USA,Y

‘ , ernmer : £ 8nti=US criticism on Janan "B*
pgllg;_g is 1nd1cated by a douhle attack from the KMT organ CHUKG YANG JIH

PAD on the TA XUNG PAO's editor who is accused 2f being a "fellow traveler,
communist mouthpiece, and anti-US.* The TA KUNG PAO has been a leader in
anti-US building up Japan movement.
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An _early repatristion of denendents of covier dinlomasic porsonns
Nanking and Shanghal 4s seen in a reliasble report of greatly increased
of clothas and other personal items by theee persons.

in "C"
buying

The Fationsl Budget. Reports from Nanking announce that the Leglelative "B"
Yuan has approved a CN $900 trillion budget for the last six months of 1948.
Although the budget for the first half of this yoar was set at CN $96 trilliem,
the Government spent CH $240 trillion. This deficit was met primarily by
printing press money. The new budget, which is based on June prices, will
also end up unbalanced unless ths Government can curb the inflation and reduce
nilitary costs which now amount %o 80% of a2ll expenditures. Although the
Government hopes to meet the new budget by increasing taxes and custonms
revenuoe and disposing of Goverament-owned property, these mesasures are expected
to prove grossly insufficient as in previous efforts.

The Shonghal Market 0S8 Exchange (Selling Rate) Wholesale Price of Rice mC"
Officisl "open" Blagkmeriket __ per 172 )b picul '

This wesk (23 Jul 48)  CH $480,000 CR $7,300,000 CN $ 35,500,000

Week ago (16 Jul 48) 480,000 5,800,000 30,000,000

Month ago (23 Jun 48) 480,000 - 2,550,000 14,500,000

Year ago (23 Jul 47) 12,000 41,000 - 850,000

\

: T
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Government may offer cabinet post to anti-insurrection Communist. npe
There are indications that Prime Minister Thakin Nu's leftist Unity Flan
and offer of amnesty may have ecreated some dissension within the ranks of
the insurrectionary Burma Communist Party (BCP). Goshal, possibly second
to Than Tun in the Burmese Communist hierarchy, is reported to be willing
to accept the Governmentis offer, while Than Tun favors fighting to the
bitter end., Although the insurgents would be weakened by any dofections
within the BCP, the insurrectionary-minded faction with the aid of dacolts
would still be capable of carrying on prolonged guerrilla warfare, and thus
continue to keep Burma in a state of turmoil. Nevertheless, it appears that
Thakin Nu, who has agreed to remain as Prime Ifinister at least until the
Parliament convenes on 15 August, may risk an attempt to capitalize on any
dissension within the BCP by offering to include an anti-insurrection Cormunist
in a reshuffled cabinet,

MALAYA

Continuing disturbances may reduce rubber exports. There may be & re~ TB"
duetion in Valayan rubber exports in the near future as a regult of the con-
tinuing disturbances. Desvite stringent precautionary measures British offi-
cials fear that the violence may soon spread to Singapore and further threaten
the alayan econony. The undiminished seriousness of the gituation is indieated
by: (1) the transfer to !"alaya of troops from Hong Kong and the Ks (2) the
outlawing of the !alayan Communist Party and several of its affiliated organi-
zations; (3) the registration of all !mlayans; and (4) the promises of the
Labor Government to undertake all necessary measures to restore law and order,

FRENCH TMDOCIIINA

. Qeneral Xuan admits wealnesses in his government, General Nguyen-van- VB"
Xuan, president of the French-sponsared provis onal central government of
Vietnam, apparently is aware of distinet weaknesses in his regime. He is
reported to have stated, during a recent press conference, that his govern~
ment cannot function properly because: (1) the 5 June Franco-Vietnamese
Agreement has not yet been ratified by the French Government; (2) sufficlent
funds to organize the necessary government services are laeking; and (3) the
resistance cannot be crushed by military means, inasmuch as the friendship
of the Vietnamese would be lost even though the French might regain military
control. President Xuan argued, however, for continued confidence in both
former Annamite emperor Bao Dai and French High Commissioner Bollaert in their
efforts to satisfy Vietnamese aspirations and at the same time to maintain
French rights and interests in Indochina,

PHILIPPINGS

Pxtensions of deadline for arms surrender rajize doubts as to success npw

of amnesty. President Quirino's action extending to 31 July the pericd of
grace dur%ng waich Hukbalahap and PRI (Hlational Peasants! Union) members may

RET :
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PHILIPPTITS (eontinued)

present their arms raises serious doubts as to the ultimate success of
amnesty. Auirino acted after the Huks failed to appear for secheduled mass
pregentations of arms at some 36 repistration stations loecated throughout
sentral and southern Luzon, :

Tuls Tarue (Huk leader and Congresaman from Pampanga Provinee), appears
optimistic conserning eventual presentations of arms and attributes the current
delay to inadequate communication, poor transportation dus to the rainy season,
and too much emphasis on "surrender" of weapons, (The announced edure
calls for legal licensing of firearms which have been repistered.) On the
other hand, Philipnine law enforcement and intelligence agencies are much
less sanpuine, These circles doubt the Huks! good faith and believe thot the
dissldents—hoping for assistance from the I'SSR during anticipated hostilities
with the U'S—are using the period of grace to reerganize for further armed
violence,

There may be those among the Huk Communist leadership who will refuse to
accept any terms from the Government. Ilowever, available evidencs suggests
that the hesitancy of the rank-and-file Huk membership to present their arms
and accept amnesty is more likely due to Government inaction on measures to
correct agrarian abuses and the Huks' fear of retaliation by private landomer
armies—knovn as "eivilian guards"—-and by the Constabulary., Unless saue
means is devised for overcoming this basic distrust, the Government will be
forced to extend the period of grace beyond the present 31 July deadline,

AUTSTRALIA
Australian-Chinese agrseamen r;maﬁg_e_gg;eaent modification of "“hite nwon
Australia” polioy, A recent Aust n-Chinese agreement which appears

to be a modification of the ""hite Australia" poliey vrovides that Chinese

businessmen may remain in Australia for 7 years on condition that they

bring a starting eapital of 500 pounds with them. If they wish to employ

* & Chinese assistant required capital is 1000 to 2000 pounds, The assistant's
period of residence is limited to five years but the agreement provides that

this may be extended for another five upon application to the Australian

authorities, o '
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